
ln an economic and respons i ve manner. IdS

An analoqy may be helpful here. Stigler has shown that a f:r~

~ay prefer a technology that exhibits relatively small Cost

increases when output deviates from the expected level to one with

lower costs at the expected output but with larger cos~ premiums

for deviations. J9 The more "adaptable" technology '''{111 be

preferred if the firm's output is uncertain. In the present

context, a policy that would be best if the Commission were certain

how PCS would develop may be inferior to one that achieves

relativ.ly good outcom.s .v.n if the Commission's exp.ctations

about PCS turn out to b. wrong.

50m. Alt.rnativ. FOrmS of PCS

Th. .ff.ct of p.rmitting incumb.nt c.llular op.rators to

acquir. a portion of the spectrum "'ignea to pes will d.p.nd on

which of the many diff.r.nt fOrm' of pes .v.ntuat.. Although each

of the situations w. discuss b.low consid.rs a sp.cific PCS

offering, .ach is also int.nded to charact.riz. a more g.n.ral way

in which PCS may d.v.lop. Thus, .v.n if the particular PC5

offering that we d.scrib. do.s not actually mat.rializ., the point

that it illu.trate. aay be manif.st.d in anoth.r form.

31N . 6ot1.c" para. .

3'G.J'. Stigler, "Production and Distribution in the Short Run,"
Journal of political Economy 47 (1939), pp. 305-327.
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!:!.bat if pes is "Just Cellular"?

In one sense, the "'.worst case II for allowing current ce 1J.u la::o

serVlce operators to acquire a portion of the frequency spectrum

the commission proposes to allocate to Personal Communications

Services would obtain if PCS were identical to the mobile serVices

that these operators currently provide and there are no efficlency

gains from allowing current operators to provide PCS.~ Where PCS

is "just cellular," i. e., where PCS is s.rvice provided crlmarll~

to users in automobiles, it might b. arqu.d that the p.rformanc. of

the cellular mark.t would improve if n.w .ntrants w.r. to provide

PCS in competition with incumb.nt firms. 41 How.v.r, .ven in this

extreme case, the argum.nt for r.strictinq incumbents is far from

straiqhtforward. 42

First, the argument is substantially weak.ned if a large

aaount of spectrum is a••iqn.d to PCS .ervice and a siqnificant

numb.r of new .ntrants are p.rmitt.d to op.rat. in this sp.ctrum

~As we make cl.ar b.low, w. do not b.li.v. it is reasonable
for the COUlission to proce.d as it this "worst cas." will, in
fact, occur. W. analyze this situation only to show that
additional sp.ctrum .pac. could r.asonably b. assigned to incumb.nt
c.llular op.rators, or that th.s. op.rators could b. p.rmitt.d to
acquir. additional sp.ctrum, ev.n in this situation. It follows,
that there is .ven stronqer support for this position if, as is
alaost certainly t:h. cas., PCS is ~ "just cellular" and if there
are .conoai•• ot scop. b.tw••n c.llular and PCS.

41W. recoqniz. t:hat cellular service alr.ady .xt.nds som.what
beyond thi. d.finition and may chang••v.n aor. in the futur•.

42We do not m.an to downplay the importance of .conomi.. of
scope or product h.teroqen.ity, and we return to thes. i.su.s
below. However, w. show h.r. that there is a cas. for makinq
additional spectrum assignm.nts to PCS operator••ven where th•••
conditions are abs.nt and wh.r. w. focus, as do the Departm.nt of
Justic. M.rg.r Guidelin•• , on mark.t concentration.
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space along with the cellular incumbents. The exclUSlon of

cellular incum~ents cannot be justified easily if allocating

add:tional spec:trum space for the provision of pes makes the

cellular market less concentrated. It is the competitiveness of

the market after I not before, the new allocation that ::leasures

market performance.

Second, the strength of the arqument depends both on the

proportion ot the newly-allocated pes spectrum that is acquired by

the incu~ent cellular operators and the distribution of capacity

among other PCS providers. There is little competitive

justification for preventing inc~ent cellular operators from

acquiring acc.ss to a small portion of the PCS spectrum.

One cannot judge the impact ot an acquisition ot a portion ot

the PCS spectrum by cellular operators on concentration in the

cellular market without knowing the number and size ot the rival

suppliers remaining atter such an acquisition. An acquisition that

leaves more rivals is likely to have a smaller ettect than one ot

the same size that leaves tewer rivals. In short, the ettect on

concentration ot an acquisition by cellular operators depends not

only on how much spectrum they acquire but on how many other

players are in the aarket atter the acquisition takes place .

. Finally, ba.inq any as.essment of market competitiv.ness on

the share. of capacity held by various tiras can be highly

misleading. For a number of reasons, we would expect the PCS

market to be more competitive than such calculations would suggest.

One important reason is that all new PCS providers would have to
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compete vigorously to capture a share of the cellular market. As

a result, we ~ould expect any measure of concentration based on the

capacities ot fi'rms to understate the degree of competition in the

PCS £Ym cellular market.

Consider a situation in which the FCC makes available five new

spectrum assignments for PCS, as proposed by CTIA. ASsume,

moreover, that each of these five assignments has the same capaclty

as each ot the two existing cellular assignments. Assume, further,

that each of the new assignments will be used only for the

provision ot cellular service, i.e., automobile radio. o Assume,

next, that cellular operators face JlQ co.pet.ition from other

sources", e.g., Specialized Mobile Radio, ESMR, paging, etc. 4S

Finally, aaaume that initially none ot the tive new aaaignments i.

made to an incumbent cellular operator.

Suppose, now, that one ot the seven operators were to

conclude that it can put a portion ot the spectrum to a more

valuable use than can one of its rival. that occupies that

spectrum." Suppo.e that it propoaes to acquire, say, one-third of

the spectrum space allocated to the rival, so that it now has 19

percent ot the industry capacity while the seller's share is

43Aqain, we recoqnize that this detinition is too narrow.

"Clearly, this is another "worst ca.e" a••umption.

4'ESMR can be used to otter dispatch services, mobile telephone
service, vehicle location, facsimile and data trans.ission, and
voice mail.

~ecall that, under the assumptions made here, there is no
reason to diatinquish between an incumbent cellular operator and a
new licensee in judging the effect of an acquisition.
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reduced to 9.5 percent. ~1 Here, the Herf indahl-Hirschman Index

(HHI) of concentration increases only by 43, to 1471, an increase

that ·Jould not attract the attention of the anti trust

., 4'authorltles.

Moreover, there are other ways in which an operator can

increase its capacity from one-seventh to 19 percent of the market

that have an even smaller effect on the HHI. Suppose that in

order to accomplish this increase the op.rator obtains an equal

amount of spectrum space from each of the other six operators,

leaving each with 13.5 percent of the capacity of the industry. In

this cas., the acqui.itions, althouqh th.y qiv. the acquiring firm

19 p.rcent of the sp.ctrum allocated to c.llular-peS, increa•• the

HHI to only 1455, a rise of only 26. D••pit. the fact that the

acquirer's .har. has increa••d by the .... a.ount in the two cases,

the impact on ••••ur.d conc.ntration i. diff.r.nt. It i. qreater

in the first cas., wh.re the single s.ller's share has declined by

a large amount, than in the second, where each of the sellers has

experienced only a mod.st reduction in its share. Indeed, since

the increa.. in the s.cond case is even s••ller than that in the

first, it, too, would not be sUbject to scrutiny by the antitrust

authoriti•••

~Aa va de.on.~r.t. b.low, effici.nt sp.ctrua u.e i. likely to
require th.~ licen•••• be able to combin. or .ubdivid. the initial
allocation. ..d. by the Commi••ion. Thu., it should not be
regarded a. unu.ual for transfers to involve 1... than an entire
assiqnment.

"According to the Karg.r Guideline., an acquisition that
changes the HHI by le.. than 100 and re.ult. in an HHI less than
1800 will ordinarily require no further analysis.
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Finally, we would note :hat the Commission has ~tsel:

indicated that it may prefer to limit the amount of the pes

allocation that an LEC may acquire rather than entirely exclude the

LEe :rom the provision of PCS service. The Commission has

tentatively concluded "that 10 MHz may be sUfficient for the

initial deployment of a PCS system integrated with a wireline local

operating company. ".9 Even in the "worst case" considered here,

limiting the amount of PCS sp.ctrum that incumeent cellUlar

operators can acquire is preferatll. to barring th••e op.rators

completely from offering PCS.~

Even if on. w.re to employ the Department of Justice

horizontal merg.r quid.lin.s rigidly and were to as.ume v.ry

conservativ.ly that PCS is "ju.t cellular," the ca.. again.t

permitting acqui.itions of PCS licen.e. by incuabent c.llular

operators, .ither through initial a•• ignment. by the FCC or through

purcha••s from initial lic.n•••• , is far from .traightforward. Th.

ca.e is substantially weakened if a signiticant nuaber of new

as.ignments are made, as the Commi•• ion propo.e. to do, b.caus.

that r.duc.. the overall l.v.l of conc.ntration a. w.ll as the

''Notie., para. 77.

~he Commission not•• that it could impo.e a restriction on
the amount of spectrum that could be acquired by: (a> .etting a.id.
a .maller block in the initial a••ignment.; (b) dividing blocks and
allowing some tirms to acquir. only a portion ot a b~ock; or (c>
limiting the a.ount ot .pectrum that could be acqulr.d by some
firms in the aft.rmark.t. (Notic., para. 71)
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impac~ on concen~ration of an acqulsition. ll The case is furt~er

weakened, it not eliminated, if incumbents obtain only a pOrt1cn of

any new assignm.ent, because that leaves another firm wlth the

remainder. Finally, because it can make a great deal of difference

whether a given amount of spectrum is acquired from a single rival

or from a number of them, the effect on concentration of a spectru~

assignment to an incumbent cellular operator cannot be judged 1n

isolation. Even if pes is "just cellular," as it almost certainly

is not, and even if there are no economies ot scope between

cellular service and pes, a complete prohibition of cellular

operators from the pcs band is not nece••ary to deal with the

commission's concerns about the adver.e effect of market

concentration.

The Benefit, of Flexible Sp.ctrua u••

Although it may seem unconventional to suggest that

acquisitions of the spectrum that has been .s.igned to PCS might be

for le•• than an entire a••igna.nt, in fact acqui.ition. of this

type have long been advocated as a way of incre.sing the efficiency

with which spectrum is u.ed. For example, in their propos.l for a

market-based allocation system for the radio fr.qu.ncy spectrum,

OeVany et .1 .rqued that the holder of • spectrum assignment should

not be "r••tricted in the use to which his (alloca.tion] may be

HAs the Commission observe., "If we grant five pes licen.e, in
each market, the competitive impact (of allocating one to an
incumbent cellular operator] would be less than if only three
licenses w.re granted p.r market." (Notice, para. 65)
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put .... Any [allocation] package, comblnation of packages,

sUbpac>s.ag,s may be legally used fer T"l broadcastinq, industrlal

voice channel, diathermy, or any other use .... No restriction

:should be] placed on the transferability of [an allocation) ~

·...hole or par~.I152 Indeed, DeVany et al note that "rights are more

valuable and flexible when they can legally be subdivided and

partially transferred .... It is r.cogniz.d that the cognizant

federal agency will not b. able to packag. (sp.ctrum] rights

optimally .... The market system, giv.n ad.quat. fr••dom, will tend

to recombine rights into more valuable patt.rns in r.sponse to

chang.s in technology, population, and d.mand."SJ Mor. rec.ntly,

W.bbink has argued that Commission lic.ns••s should be permitt.d

"to buy, s.ll, subl.as., shar., diyid. and coab!n. th.ir sp.ctrum

use rights •... If spectrum us.rs were given thos. rights th.y would

have stronq.r incentiv.s to us. sp.ctrum .ffici.ntly, i .•• , to us.

it in ways that lead to its high.st valu.d us•• "~

Not only has p.rmittinq lic.ns••s to subdivide th.ir

assignments b••n advocat.d as a way to improve sp.ctrum .ffici.ncy,

the Commission has occasionally p.rmitt.d such b.havior. W.bbink

S2A.S. D. Vany, R.D. Eck.rt, S. Enk., O.J. O'Hara, and R.C.
Scott, Xl_rAMan.tic Sp.ctru. MlnI9•••nt, TEMPO, G.n.ral El.ctric
Company, Santa Barbarl, CA, Auqust 1968, p. 37; .aphlsis add.d.

SJ,IW., p. 31; ..phasis add.d. Lat.r th.y are .v.n more
explicit: " ••• rights should b. transf.rabl. in part as w.ll as in
Whole b.caus. both diff.r.nt us.s and n.w t.chnoloqi.s v.ry oft.n
r.quir. n.w combinations of rights" (p. 54).

50'0. w. W.bbinlc, "Fr.qu.ncy Sp.ctrwa O.r.qulation, Prop.rty
Rights and Mark.ts: Wh.r. Ar. w. Now?", pr.s.nt.d at Th. Sixt••nth
Annual T.l.communications Policy R.s.lrch conf.r.nc., Nov.mber 1,
1988, p. 7; .mphasis add.d.
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has descr ioed a number 0 f these ir.stances. 55 He observes, :cr

example, that It ... when the FCC reallocated eight instrUctlonal

fixed service (ITFS) channels to multipoint distribution service

(MDS) use, the FCC decided to allow ITFS system owners to lease

excess ITFS capaclty for the transmission of entertainment programs

and for other purposes unrelated to their educational

activities.It~ And he notes that It ... the FCC also decided to allow

broadcast auxiliary facilities to b. used for both broadcast ~nd

nonbroadcast purposes. The FCC also ruled that broadcast aUXiliary

facilities could be shared with other users and stations could earn

a profit from that sharing."n

More recently, the Commission has adopt.d rules that allow

cellular s.rvice providers to offer n.w services in the spectrum

initially allocated for the provision of cellular telephone

service. And, significantly, in the pre.ent proce.ding, the

Commission has evinced a de. ire to "adopt a pes requlatory

structure that allows similar flexibility in implementing new

services and technologie•. ,,5' As one sp.cific example, the

Commission has reque.ted comments on "permitting aggregation for

55w.bbink'. paper provides detailed chronologie. of a wide
variety of Co..is.ion actions that have promoted efficient sp.ctrum
us•.

~ebblnk, op. cit., p. 11.

57Ibid., p. 12.

5IMotice, para. 24. Another example of the Co_issi.on's .d•• ~re
to promote .ff icient spectrum u.e in this proceedlnq .15 1 ts
proposal to give lic.n.... "th. fl.xiJ:)ility to channellze the
frequency blocks to acco_odate the technologies and services that
they wish to provide." (Notice, para. 38)

27



those providers COf narrowband pes] that ~ay need more than 50 kHz

for their systems .... "B Allowing licensees the freedom ~o

combine or subdivide spectrum assignments as needed to provide new

services is an excellent way in which to allow such flexibility.~

spectrum Heterogeneity and pes as a Different Servlce

pes need not be "just cellular. II If there are differences l.n

the technical characteristics of the 850 MHz and 2 GHz bands that

affect the services that are provided in these respective bands, it

may be the case that some pes are not good substitut.s for

traditional automobile cellular service. In such situations, the

cas. for exclUding incumbent cellular operator. from the spectrum

a.signed to PCS is substantially weakened.

One possible form that PCS might take is handheld or portable

cellular, or what occasionally is called CT service.'· This is a

quite plausible form for PCS becau.e ot certain ditterence. in the

~~otic., para. 51.

~Anoth.r is, of course, to give licensees substantial fr.edom
to deteraine which services they provide with a qiven spectrum
assignaent. In this reqard, the commission's proposal to permit
cellular operators specifically to "prOVide peS-type .ervice., such
.s wirel... PIX, data trans.ission and telepoint services" in the
frequenci_ currently assiqned to the. (MQfrice, para.- 70) is
especially veleo.e.

··Recall that when, in the previous .xuple, we assumed that
PCS was "just cellular," we were caretul to li.it that
characterization to voice service to users in automobiles. Thus,
in our lexicon, handheld or portable service is not "just c.llul~r"

if consumers do not reqard it as a substitute for a':ltolll~bl~'
service even it it employs a cellular technology. That 1~, lt lS
important to distinguish betwe.n mobile and portable serVlces.
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technical characteristics of the 850 MHz and 2 GHz bands. ,:

appears to be general agreement that the 850 MHz band is

-'-... ere

better

suited for services that cover broad areas and that there will be

diff icul ty in effecting "handoffs" between cells for rapidly moving

vehicles at the higher frequencies. This means that cellular

operators using the 850 MHz band will have a comparative advantage

over pes operators in the 2 GHz band in providing service to users

in automobiles, so that 2 GHz may be used primarily or entirely for

offering handheld, or portable, cellular radio service.~

Suppose that there is no substitutability by users between

automobile and handheld cellular radio service, so that a change in

the price of one does not affect the quantity demanded of the

other, at least for price change. from tho.e that would prevail

under competition." Suppose, further, that cellular operators

&ZWe want to e.phasize that, like the Co_ission, we are
uncertain as to the precise form or forms that PCS lIlay take.
Nonethele•• , in undertaking our analy.i. of competition in the PCS
market or markets, we found it nece.sary to specify with some
precision a number of alternative scenarios of develop.ents in PCS.
Although we are not prepared at this point to argue that any of
these scenarios will actually occur, we are convinced that the more
differentiated PCS i. from "just cellular," the weaker is the ca.e
for excluding current cellular operators from providing PCS
service.

QAltbouqh we focus in this section on handheld cellular radio,
the analy.1. i. intended to apply to any .ervice that is not a
perfect .~titute for automobile cellular radio and where there
are difterence. between the spectrum a••igned to cellular and PCS
service. in their utility in providing the re.pective services.
Because technoloqy and the service. that may be provided are
changing rapidly, any attempt to categorize existing services
definitively is likely to be quickly superseded.

~e appreciate that this assumption is a strong one and we
make it at this point primarily for analytical convenience.
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continue to offer automobile cellular service in the portion of t~e

spectrum they currently occupy because either it is more profitable

to do so or they are required to do so under the terms of thelr

original spectrum allocation.()5 Finally, assume that automobile

cellular cannot be offered at 2 GHz, for the technical reasons

descr ibed above. The impact of the last two conditions is, of

course, that there is no supply substitutability between automobile

and handheld cellular services.

In the circumstances described here, automobile and handheld

radio services are in different (antitrust) markets although they

both use cellular technologies. In both ca.e., cellular technology

provides the benetits ot spectrum reuse but, under our assumption.,

automobile service is only provided in the 850 MHz band. Thu., the

price. ot the two service. are, over a wide range, independent,

with the price ot automobile cellular service exceeding the price

ot handheld cellular service. M

In this ca.e, an increa.e in the price ot .ervice in the 2 GHz

band is unlikely to cau.e many handheld u.er. to switch to the

higher-priced service in the 850 MHz band, which i. intended

primarily tor auto.obile users. Moreover, cellular operators in

~In thi. connection, the commi••ion note. that although
"cellular••• radio .ervices will be able to provide some of the new
communic.~1on. requir..ent. within their currently allocated
spectrua, they cannot .eet the tull range of de..nd for PCS within
a competitive tra.ework." (Nqtice, para. 25)

~his occur. becau.e automobile u.ers need acce.. to the
spectrum at the lower frequencies more than do handheld u~er. ~nd
are able to outbid them for such ace.... The ditt.r.nce 1n pr1ce
is a rent that is rec.ived by tho.e who control acce•• to the
higher-quality spectrum.
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~he 850 MHz band are unlikely to reduce significantly their serv:ce

to automobile users by shifti~g some spectrum to the provislOn of

the lower-priced, and presumably lower-quality, handheld serVice.

Similarly, an increase in the price of service in the 850 MHz band

is unlikely to cause many automobile users to switch to the lower

quality service in the 2 GHz band, nor, by assumption, can serVlce

providers in the 2 GHz band switch to providing the higher-quality

service demanded by automobile users. n

Und.r these circumstances, th.r. would b. no adverse effect on

competition in either the pes, i .•. , h.ndh.ld c.llular, or

"c.llular, " i. •. , automobile c.llul.r, m.rkets it incumeent

c.llular op.r.tors w.r. to acquir. acce•• to • portion ot the pes

b.nd. Giv.n our assumptions, the pric•• ot both pcs and "c.llular"

s.rvic.s would b. un.ttect.d by wh.ther both ••rvices w.re provided

by the s.m. or ditter.nt suppliers it there are no .conomies of

scope, i.e., if the combined co.t ot providinq the two services

sep.r.tely is the •••e .s the co.t ot providinq the two services

toqether. A cellul.r oper.tor th.t is not linked to a PCS op.rator

would charq. the sam. pric.s for c.llular and PCS s.rvice. as would

two separately-own.d s.rvic.s.

It c.llular and PCS servic.s are in ditfer.nt m.rk.ts, a

~Nota tba~ there is no inconsi.t.ncy catwe.n a••uminq th.t
automobile and handheld users comp.te tor .cce.. to .pectrum and
concludinq ~ha~ the price. ot the v.riou•••rvice. provided using
the sp.ctrum .r. indep.nd.nt in equilibrium. It. win. shop c.n
outbid a book store by a wide margin tor the riqht to .occup~ a
given location, a sm.ll incr•••• in the price ot book. w1ll st1l1
l.ave the wine shop as the winninq bidder and the price of wine
will r.main unchanqed. The only impact will be on the rent
r.ceived by the landowner. .
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cellular operator would only ~ish to offer pes service i ..~ t
1 ·..·ere

a t least as ett ic ient as other firms offering pes. Greater

efficiency might occur because the cellular operator has access to

super lor technologies, or has superior skills, or because there are

cost savlngs .hen both cellular and pes services are offered by t~e

same firm.

Note that qualitatively similar results would be obtained even

if automobile and handheld cellular service. were highly imperfect

substitutes. If only a small number ot automobile customers were

willing to shift to handheld service in r.spon.e to a rise in the

pric. ot "cellular" service, ev.n a tirm th.t owned both PCS ana

cellular service providers would s.t the price ot one with little

regard tor the pric. that prevailed tor the oth.r.

In g.n.ral, it PCS is not "ju.t c.llular," but inst.ad is a

s.rvice that is only a partial sub.titut. tor c.llular,

conc.ntration m.asur•• based only on capacity, without regard to

the way in which that capacity is u••d, will .x.gg.rat. the impact

on market competitiv.ness of granting a PCS lic.n•• to a cellular

op.rator."

Mor.ov.r, the pr.c.ding analysis i. not ••••ntially changed if

cellular operator. choo.e to offer the h.nc:lheld service in a

portion ot their curr.nt spectrum allocation. Giv.n the ~echnical

dift.r.nc•• betw••n the 850 MHz and 2 GHa' b.nd. that have been

discuss.d above, PCS operators cannot comp.t. effectively in the

"The ••m. would b. true, of cours., in ••••••ing the ettect ot
the acquisition of part of a PCS license by a cellular operator.
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automobile cellular market. However, if pes operators ..'ere ~..,
~-.J

raise the price of the handheld serVlce, cellular operators wOUld

have an incentive to expand their provision of that service. If

automobile and handheld services are not close sUbstitutes for

'.lsers, the price of the t·...o services ·... ill not be :.ncreased :..:

cellular operators are permitted to acquire a portion of the pes

spectrum.~

It should also be noted that it the owner ot a cellular-pes

combination were to attempt to raise the price of PCS services,

most of its customers Who dropped the service would switch to rival

PCS vendors rather than to the firm'. own cellular service it

cellular and PCS are imperfect sub.titute•. Thu., these rival

suppliers would have substantial incentive. to defect from any

tacit agreement to raise the price of PCS .ervice. Similarly, to

the extent that cellular and PCS service. are imperfect

substitute., it the owner of the combination attempted to raise the

price of cellular .ervice, it would likely lo.e a large proportion

of those customer. who switched to PCS to rival PCS suppliers.

A final point to note here is that significant advantage. may

accrue to mobile telephone customers if they are able to acquire

both auto.abile and handheld service. fro. a .ingle supplier. If

incumbent cellular operators are permitted to offer both automobile

and handheld .ervice., they can provide the service that these

~In reaching this conclusion, we. have a••uaed, plau.ibly, that
cellular operator. will find it profitable to dedicate ~nlY a
relatively ...11 portion of their current .pectrua allocatlon to
the provision of handheld service.
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cus~om.rs desire.

Economies of Scale and Partial Acquisitions

A third type of situation that should be analyzed occurs if

pes is, at best, an imperfect substitute for cellular service and

incumbent cellular operators can provide PCS at minimum efficient

scale only if they can acquire additional spectrum. One possible

example of such a situation occurs when pes is high-speed data

service to mobile users. 70 It this is the cas., with current

technoloqy, s.rvic. will be restrict.d to those firms that have

ace••• to large bandwidths.

Incumb.nt cellular op.rators lIlay b. abl.to provide data

s.rvic•• while still s.rving th.ir automobile voic. custom.rs,

either by making us. of unus.d portions of the spac. currently

allocat.d to th•• or by making more effici.nt u•• of the sp.ctrum

currently used to off.r voic. s.rvic.. How.v.r, unl.s. th.y can

obtain ace••• to a sub.tantial amount of bandwidth in this fashion,

th.y will b. limit.d to the provision of data s.rvices at

r.lativ.ly low speed•• 71 If high-sp••d data s.rvic. to mobil.

us.rs is one fora of pes, and it this s.rvic. is not a clos.

substitute tor lower-spe.d data servic•• , p.rmitting .xisting

c.llular operator. to acquire suffici.nt bandwidth so that.th.y can

700n• should ob.erv. that pes n.ed not be ju.t one thing. It
~s po.sible, for .xaapl., that th.y will .ncompass both hiqh-sp••d
data and handh.ld c.llular s.rvie••.

71Th. Co_i.sion's proposal r.cogniz.. that there may b.
diff.r.nc.. among pes in their bandwidth r.quir•••nts. (Notic.,
para. 44)
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provide high-speea data services ·.... ill not adversely affec~ ':~e

competitiveness of the high-speed data market, and cone .
elva~::1

could improve it.

Consider a cellular operator that can, at some cost, ~educe

the amoun~ of spectrum that it uses to provide automobile telephone

serVlce. Assume, however, that the amount of spectr'.Jm that :"$

thereby ~eleased is too small to permit the opera~or to p~c'/:.::e

high-speed data service. Assume, further, that the increase :.~

concentration in spectrum holdings that results from acquiring the

additional spectrum that is ne.aed is small. In these

circumstances, the cellular operator should be permitted to acquire

the additional spectrum even if it would be deemed anticompetitive

for the operator to acquire the total amount of spectrum n.eded to

provide the high-speed data service. n

Economie. of Scope in the Provi.ion of pcs

Economies of scope exist when it is less costly for a given

combination of services to be produced by a single firm than for

the same combination to be produced by two or more different firms.

For some type. of pes, economies of scope are likely to exist for

the provision of cellular and PCS. The situation. in which such

nof cour•• , it ona could be certain that the cellular and
high-speacl data service. were in ditterent marke~., one could
permit the larqar acquisition. However, even it one were not
certain about tha deqrae of substitutability batwaen the .ervices,
and one concluded that additional spactrua .ufficient to provide
the high-spead data .ervice should not be prOVided, one mi~ht st~ll

be wil1inq to make a .maller allocation whiCh, whan cOaDlned wlth
it. exi.tinq allocation, permits the cellular operator to provlde
the data .ervice.

35



economies are most likely are those where pes involves

provision of additional services to the same users who are

currently receiving cellular service.

Suppose that one form of pes is the type of high-speed data

serVlce that ·.;e described above."3 If this is the case, .:.~ ·... ill be

possible for an existing cellular operator to provide this service

wi thout having to replicate substantial portions of .:.:s

infrastructure.~ Most importantly, the base stations that the

operator has established, which can exce.d 100 in number and which

cost on the order of $500,000 to d.velop, can b. used to provide

both sets of servic••.

The cellular operator will have to incur additional costs to

provide the hiqh-sp••d data s.rvic.. For exampl., the co.ts of

additional Tl links betw••n the ba.e stations and the Mobile

Switching Center (MSC) and between the Mse and the Public Switched

Telephone N.twork, as w.ll as the costs of additional switchinq

equipment at the MSe, would also have to be incurred by any PCS

entrant. However, only the cellular op.rator will be able to avoid

the co.t of .stablishing the syst.m of base stations. And, qiven

the numb.r of base stations in a typic.l syst•• and th.ir costs,

"AS we have already noted, handoff. are lik.ly to be more
difficult at the hiqher frequenci.s. As a result, it m.y be
n.c••••ry tor the custo••r to stop his vehicle during the p.riod
when the data trans.ission is b.inq r.c.ived.

UAgain, we use the example of high-sp••d data s.rvice only as
an illustration. The analysis in this section holds tor any
service that can b. provided by an incumbent cellular op.rator to
its existing custo••rs without incurring significant costs that
would have to be incurred by a PCS supplier off.ring only the new
s.rvic•.
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~S,

the cost savinq is likely to be sUbstantial. For example, for a

system with 100 base stations, the cost saving would be on the

order of $50 million.

;oe Role of Sther Competitors

The discussion above proceeded on the unlikely assumption that

competition occurred only among cellular and PCS firms, that

firms that were licensed by the FCC in either the 850 MHz or 2 GHz

bands. However, other firms are likely to be able to provide

services that compete with those ottered either by cellular or PCS

tirms. Even it these rival tirms otter impertect substitutes for

pes and cellular service., their presence can con.train the ability

ot PCS and cellular providers to rai.e price••

Even it PCS were to turn out to be "just cellular," it would

be important to take account ot important alternative. to

traditional cellular and PCS in judqinq the ettects ot excluding

cellular operators trom the PCS spectrum. Any analysis that tails

to take the.e alternative. into account will overstate the threat

to competition posed by permitting cellular operators to otter PCS

service because it will overstate the market share held by a

cellular ma PeS operator. 15

One t.portant coapetitive alternative to traditional·cellular

is Enhanced special Mobile Radio (ESMa) .ervice, which the

Commission recently authorized Fleet Call to provide. By (i)

15It should be noted that these alternatives could also atfect
market competition even if pes were not "just cellular."
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consolidating radio frequencies that had previously been used ty

separate carriers to provide mobile telephone services, I ; ~ ,

- - I

introducing digital technology, (iii) employing Time DivislOn

Multiple Access (TDHA) multiplexing, and (iv) using multiple base

stations, Fleet Call will add substantially to the capacity of the

industry to provide radio telephone service. One estimate is that

the adoption of ESMR will increase the capacity of the SMR

bandwidth by a factor of fifteen, and that ESMR will have the

capacity to serve several million subscribers in the nation's

largest markets, inclUding New York, Chicago, Los Angeles, San

Francisco, and Dallas.

In addition, ESMR will be able to otter additional services,

inclUding tacsimile, data transmission, and vehicle location, that

cannot be provided over SMR. Finally, service quality will be

improved substantially in comparison to SMR. The combination of

additional capacity, expanded service otterings, and quality

improvement provided through the use ot ESMR is likely to present

a signiticant competitive check on the ability ot cellular and/or

PCS operators to raise prices.

Conclusion

A blank.~ prohibition against the acquisition ot PCS-licenses

by incuaben~ cellular operators cannot be easily justified. Even

in the "worst ca.e," where PCS is a pertect substitute for

traditional cellular service, a portion ot the spectrum that the

Commission propose, to allocate to pes can be acquired by
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l'ncumDents without significant threat of competitive harm. ~... :'\ t::e

more likely cases where pes 1S a weaker substitute for cellular, so

that concerns aDout competi tive harm are reduced, and/ or where

there are economies of scope between cellular and PCS, so that Cost

savings result when incumbents are permitted to offer PCS, an even

larger acquisition of pes spectrum by incumbent operators can ce

justified.
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